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I ntroduction:

The Environmenta Financid Advisory Board (EFAB) offers the following recommendations and report
on the Clean Water Action Plan to the Office of Water in the hope that they will prove helpful to its
successful implementation. The results of our review are presented below beginning with two
recommendations, followed by areport in three sections covering environmenta finance trends and
issues and outlining traditional and innovative finance options that could play a useful role in contending
with how to pay issues.

The Board believes that along term financing strategy would be highly desirable not only for the Action
Pan but for al water programs faced with funding operating and capital needs. A financing strategy
follows naturdly from the development of the Action Plan and the Gap Andysis. Both efforts are
closdly related and lead directly to the mgor how to pay issues and options.

EFAB offers two recommendations for consideration by the Office of Water. We, of course, are
available to discuss the recommendations and the report itself and assst in any other way possible.
Recommendations

l. Develop aLong Term Financing Strategy. EFAB recommends that the Office of Water
establish an ad hoc workgroup charged with developing a proposed long term financing strategy for the
water programs. If desired, the Board would be pleased to form the workgroup under the aegis of its
charter as afedera advisory committee. Non-Board members of the workgroup could be appointed at
the request of the Office of Water as expert witnesses.

The development of afinancing strategy would address many vitd, related trends and issues,
severd of which are described briefly in sections| and 11 of the report. While not intended to be a
comprehensive ligt, the Board believes they would serve as a good starting point for the workgroup.
Similarly, the new financing approaches and options outlined in section 111 give agood view of the many
opportunities avallable to test new ideas and to build on and improve exigting finance techniques and
programs



The many funding options suggest that any plan or Srategy to pay for the needs must be flexible
and opportunigtic in order to dlow for uncertainty and take full advantage of dl that is available. Other
atributes of a dtrategy include a planning horizon of no less than 10 years detailing measurable near
term actions on which there is a reasonable consensus.

. Develop a companion “ Financing Guide for Implementation of the Clean Water Action
Plan.” EFAB recommends the development of a comprehensive financing guide for federd, Sate, and
locd officids and non-governmenta organizations on the latest ideas of environmenta finance gpplicable
to implementation of watershed restoration strategies.

EFAB and the Environmenta Finance Center Network are available to help with the
development of a guide which could draw from many information sources, including their recently
updated “1999 Guidebook of Financid Tools’ and the “ Funding Sources’ matrix of the Office of Water.
The “Financing Guide’ would be produced in hard copy, floppy disk, and compact disk, and be loaded
on the Office of Water' swebsite. Additiondly, workshops, seminars and charrettes would useit in
training and public education activities.
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Final Report

I. Summary of Major Trends Affecting Environmental Finance

A. Funding environmental infrastructure. Theworld of environmentd finance is changing, witness

severd mgor trends:

¢

Thereisamgor shift from historical dependency on annud appropriations and grants
from the federd and state governments more toward reliance on permanent revolving
funds making loans.

Thereis agrowing emphasis on leveraging sources of funds (notably the CWSRFs) asa
key means of meeting high levels of present needs.

Thereisincreasng use of economic incentives and public-private cost sharing for
environmenta improvements and acquisition of red property for environmental benefits.

Thereisincreasing use of privatization in the provison of public purpose environmenta
Services.

Thereisincreasng use of new financing mechanisms, such as mitigation banking with
fungible cash transactions, particularly for land protection.

Thereisincreasing use of private debt and equity capitd in environmenta enterprises, for
Ingance, as seen with recent venture capitd investments in emerging environmental
technol ogies concentrating on pollution prevention.

B. Organization and management. Perhapslesswell observed has been the trend in the organization

and management of programs designed to meet environmenta needs, severd of which are listed below.

0 0 O O O O

The creation of permanent SRF inditutionsin every date.

A trend from single purpose to multi-purpose organizations with multiple beneficiaries.

A trend to more comprehensive planning on awatershed and basin-wide basis.

Greater emphasis on coordinated funding in government financid assstance programs,
especidly with the CWSRF programs.

A gradud shift from apolitical jurisdictiona perspective to awatershed or basin planning
view.

An improvement in public enterprise operations by the application of private sector
techniques, such as system optimization.
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C. Changing needs and projects. Accompanying the great success of federd and sate financid
ass stance programs has been the recognition of new needsthat are largely of avery different nature.
Pollution from nonpoint or diffuse sources originates by definition from everywhere. Since treatment
cannot be everywhere and certainly not instream, it follows that pollution prevention must be amgor
way of dedling with remaining surface and groundwater qudity needs. Similarly, demand management
measures, such as increasng utility rate block structures, will play an important role. The following are
mgor emerging trends:

C New and changing needs with more attention to nonpoint source pollution.

C Grester emphasis on pollution prevention and source water protection.

C Greater emphasis on demand management, e.g., water conservation.

C Adoption of tota maximum daily loads on awatershed bas's, adding potential for
upstream and downstream trading.

C “New” digibilities introduced for CWSRF, e.g., loans for brownfields remediation,
nonpoint source pollution prevention, and underground storage tank cleanup.

C Better definition and improved estimation of needs.

. Principal Financing Issues Affecting | mplementation of the Clean Water Action Plan

A. The State Revolving Funds. Some observers believe that the federd roleisin atrangtion period
following the initid capitalization period of the Clean Water SRFs (CWSRF). Among the questions that
aise during atrangtion are. What should be the magnitude and duration of the federd funding
commitment and what should it be based on? Should capitdization continue at current, higher, or even
lower levels? What is the funding commitment to the Drinking Water SRFs (DWSRF) beyond its
current authorization? Should CWSRF funding be used for other media? Should the CWSRF
eigihilities be expanded to include such projects? Should federd congtruction grants have arole? If so,
on what basis should congtruction grants be awarded - through means testing, environmenta and public
risk rankings, or by some other criteria?

B. Improving accessto affordable capital. It isappropriate to finance capita projects with long
useful lives, and financings must be on termsthet are affordable.  Borrowing in the credit markets and
from public infrastructure programsiis the most commonly used means to access capital. In most cases,
borrowing by communities to meet clean water and drinking water needsis affordable. But for certain
communities unable to meet means tests for creditworthiness, assistance will be needed to make capital
affordable.

Tactics to make capita more affordable include: Below market lending (e.g., ho interest loans,
negative interest loans, and interest rate buy downs) and extended |oan terms (See EFAB report “Why
Longer Loan Terms are Prudent,” November 1997).

C. Enauring financially sustainable environmental protection sysems. The revenue streams for
environmenta protection systems must be sufficient to pay for the debt service on funds borrowed to
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finance capita improvements as well as pay for operating and maintenance coss. Sustainable systems
are those adle to function indefinitely in compliance with dl applicable environmental Sandards. Many
investments in implementation of the Action Plan will not bein traditiona clean water infrastiructure such
as wastewater trestment facilities. Instead, public spending will aso be directed to clean water
Investments on property which may be publicly or privatdy owned. A digtinguishing characteristic of
these investments is that in most cases they do not generate revenue streams, hence the need to dedicate
revenues from other, often unrelated sources, to pay operation, maintenance and debt service codts.

D. Spending capital dallarson the“right” projects. Thereis continuing debate concerning the best
dlocation of capitd dollars. For example, should the alocation be based exclusively on financid need or
should funding dso be available for projects which provide environmenta and public hedth benefits for
which other non-subsidized funding sources are available? Both approaches can lay legitimate clam to
scarce resources. A chdlengeisto craft means of accommodating both gods, especidly in funding
watershed restoration projects.

E. Funding a new class of borrowers. Complicating awatershed approach is the appearance of a
new class of borrowers who are different from the traditiona public works department or authority.
These are usudly private landowners but may include other public and nonprofit landholders as well.
These many smdl, private borrowers, with diffuse and fragmented credit needs, mirror the pollution
problem itself. What kinds of financid assstance and incentives are most effective to change behaviors
and what are the most efficient ways to ddiver these? What sorts of dedicated revenue streams are
available for payment of debt service on money borrowed for nonrevenue producing projects?

F. Closing thefiscal gap between environmental program operating and capital needs and
available resources. EPA’s Office of Water is nearing completion of the Gap Andyss which will
provide an informed estimate of the present and future shortfallsin funding for water programs at federd,
date and locd levels The ambitious gods of the Action Plan figure prominently in thisanayss. What
are the practica and redlistic means of obtaining more direct federa gppropriations? What is the role of
other funding sources?

G. Allocating funding based on water shed and basin priorities wheretheir boundariesinclude
all or partsof several states. Does effective implementation of the Action Plan depend on dlocating
some federd funding to multi-state environmental programs, such as ariver basin revolving fund? How
would thiswork? For example, SRFs might enter into interstate compacts where multi-state basin
projects would be jointly financed.

H. Structuring appropriateincentivesfor the private sector, including nonprdfits. The Action
Plan stresses the importance of private landowners to its successful implementation (Action Plan at
p.49). It describes severa innovative approaches to provide incentives for pollution prevention,
primarily to farmers. The Board fully endorses these vauable programs.
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The buy-in of the private sector is critica to the success of the Action Plan. For the most part,
the remaining main surface water qudity problems stem largely from privately owned land. Absent a
regulatory framework, what are the means and incentives to get the cooperation of the private sector?
What and how should the federal government help make this happen?

Generdly, public monies should be spent for public benefits, as opposed to creeting primarily
private benefits. Government financiad ass stance programs should not create expectations within the
private sector for subsidies and entitlements. Clean water investments in the private sector for public
benefits must be supported by sufficient revenue streams to ensure adequiate financia capacity and
public return on the investments.
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[11.  New Approaches. Exigtinglocd, state, and federd finance programs and tools cannot do the
entire job. We need to maintain progress achieved thus far, but the chalenge has broadened markedly.
Exiging financid inditutions and tools have been highly successful to solve water qudity problems that
address point sources. In particular, the CWSRFs were established to help meet these traditional needs
and have expanded the original perimeters of the program. Nevertheless, the trends noted in section |
and the financing issuesin section |1 underscore the reasons for new approaches.

While EFAB cannot address al of the possibilities and options to help pay for watershed
restoration grategies, it can focus on key ones that appear to merit further consideration by EPA. An
extensive portfolio of new approaches follows:

A. Program options. Financing programs that support watershed restoration strategies must be
flexible enough to meet the differing needs of both public and private entities. The programs must
include the authority to lend directly to the private sector, (particularly private sector landowners or other
title holders) or to lend through intermediaries. And the programs must be sufficient to get the job done.
The options listed below suggest sgnificant opportunities to adapt and improve exigting financid
assgtance programs and develop new ones dl geared toward successful implementation of the Action
Plan.

1. Forging closer financing partner ships.

There are agrowing number of successful collaborations between financid assstance
programs. The Department of Agriculture' s Rurd Utilities Program and the Clean Water SRFs have
funded projects together and have an agreement to expand their cooperative activities. This sort of
Interagency partnership should be pursued aggressively.

2. Expanding the scope of the CW SRFs.

In 1987, Congress created the CWSRF program as a measure to finance water quality
improvements projects. Administered by the states, the CWSRFs provide loans, unlike the previous
long standing practice of federd categoricd grant assstance. The CWSRFs are capitdized by annuad
“capitdization grants’ from EPA. Intotd, they now have over $27 billion in assets and have made over
$23 billioninloans. At present, the CWSRFs annudly fund about $3 billion worth of loans for water
qudity projects.

The CWSRFswork like banks. Federal and state contributions are used to capitaize or
set-up the funds. These funds then are used to make low-interest loans for water quality projects.
States may chose to leverage their capitalization grants by issuing bonds with the capitaized-grants as
collaterd. Funds are repaid by recipients to the SRFs over the 20 year term of the loan. Repaid funds
are used to finance new loans, thus the revolving aspect of the funds.
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The CWSREFs have traditiondly alocated their [oan funds to municipd wastewater
treatment systems. Increasingly, the CWSRFs are funding other water quality improvement projects,
such as non-point source controls and other types of watershed projects. Thus, the CWSRFs have
become an important source of funding for environmenta stewardship practices and watershed
restoration strategies.

Wetlands projects typicaly fal under approved state non-point source management
plans or are included in national estuary management plans. Constructed wetlands may be considered
wastewater or sormwater management projects and are dso digible for funding.

CWSRF fundable projectsinclude:

# Wetlands restoration - remediation, clean up, habitat enhancement.

# Wetlands protection - buffer zones, purchases, non-point source measures

# Constructed wetlands - for treatment of stormwater or wastewater, including
capacity to ensure habitat values.

# Wetlands mitigation banks.

While finding a source of repayment may prove chalenging, it need not be unnecessarily
burdensome. Many users of the CWSRFs have demongtrated a high level of creetivity in developing
sources of repayments. The source of repayment need not come from the project itself. Some
posshilities include:

Fees paid by devel opers on other lands.

Recrestiond fees (fishing license or park entrance).

Dedicated portion of local, county, or state taxes or fees.

Property owner’ s ability to pay (determined during loan gpplication).
Donations or dues made to non-profit groups.

Stormwater management fees, wastewater user charges.

T

EPA has recently interpreted its requirements to alow financing of projects beyond 20
years under certain circumstances. EFAB encourages the agency to be flexible in authorizing the types
of projects can be financed with extended loan terms.

3. Conddering new ingtitutional options.

These options have the common characterigtics of integrating priorities, expanding
digibilities, and pooling and leveraging assets to improve the efficiency and effectiveness of funding
assistance.

a Provide states the option to combine their CWSRF and DWSRF. A “master” SRF
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makes sense from an efficiency standpoint; however, adminisrative and statutory differencesin how the
two programs are run would pose sgnificant issues at the federa level.

b. Provide states the option and incentives to create an Environmental SRF (ESRF) out
of their exising SRF programs, with multi-media digibilities and Sate flexibility to determine project
priorities among the new digibilities.

Significant environmental benefits could be achieved in many states by expanding
the current SRF model to a comprehensive ESRF. An ESRF could undertake a much broader range of
environmentd financing, not necessarily infrastructure or facility based, but which substantialy affects
water quality. Possible projects could include solid waste projects and more comprehensive
brownfields remediation.

The benefits of this gpproach would be sgnificant. Mogt sates have fully
developed SRF procedures, which could be readily expanded to encompass additional projects
quaifying for financing. Expansion of an exigting program, ingteed of developing additiond stand-aone
programs, would provide adminigrative efficiencies, resulting in less adminigrative cogs for sates and
borrowers. Theincreased pace of project funding would provide environmental benefits sooner.
Adminigtration could be structured to facilitate improved access for borrowers. Andysis and funding of
an increased scope of eligible projects would provide greater awareness of broad environmental issues.
Findly, greater flexibility would alow states to address specific environmenta risk more effectively in
their priority setting through intended use plans. (An appendix to this report carries a draft concept
paper on the ESRF concept prepared by EFAB member Stephen Mahfood.)

c. Provide saesthe incentives to create public watershed finance authorities with a
revenue raising capability based on such sources as effluent discharges fees, water consumption fees, or
green taxes. A watershed finance authority could function as arevolving fund, adirect loan program, a
credit enhancement program, agrant program, or some combination of these. As state-sanctioned
entities, they would operate as intrastate enterprise funds with tax-exempt borrowing powers for
watershed restoration projects within alarge watershed. The timing and magnitude of their financia
assistance would be guided by the watershed restoration Strategies. A particular advantage they have is
that the revenues raised to capitdize the authorities would be expended within the watershed either
directly for loans or grantsto projects or indirectly to secure borrowings of the authority. State and
federad governments could provide additiond incentives such as financid and technica assstance.
Egtablishing the revenue sources and conflicts with existing water and wastewater utilities would be
probable major issues.

d. Create basn-wide, multi-state, revolving fund authorities (MSRF) to direct
Investment into water projects. Possibly patterned after river basn commissions, the MSRF ideahas a
number of advantages in terms of implementing watershed restoration dtrategies. It isaway of
coordinating, prioritizing, and delivering financid assistance to projects having the grestest basin-wide
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benefits. These projects might not be the same that would receive funding support from existing
programs. Aswith the watershed finance authority, a M SRF could receive its funding from revenue
sources within the basin. Both probably offer the most ided ingtitutiona gpproach to paying for
watershed restoration strategies. Watershed and basin finance authorities might exist apart from the
SRF programs or could concelvably be established by several SRFs. (EFAB member Michadl
Finnegan is preparing a separate report on the M SRF concept.)

The Office of Water’s Policy and Guidance document darifying the digibility of nonpoint source
and estuary projects for SRF assistance and proposing a framework for “equa consideration of al
digible water qudity projects’ isan important step in the integration of project development and financia
assstance decisgons inherent in the indtitutiona options briefly discussed above.

Theideaof anationd environmenta trust fund capitaized through revenues from environmentd
fees and taxesis addressed in section 111G.

4. Expanding therole of the private non-profit [e.g., Nature Conservancy and their
Forest Bank program] and the for-profit sectors, through assistance and incentives.

The nonprofit programs are well known. The Office of Water isto be commended for
its effective efforts in reaching out to this community and enliging its services in implementation of the
Action Plan. Regarding for-profit entities, developing an expanded role needs to recognize the
importance of ensuring public assstance generates public benefits. Sections 11D, E,& F list severd
Incentives to encourage greater private sector involvement in watershed restoration projects.

B. Enhanced leveraging options. Leveraging achieves agreater efficiency for funding programs. It
isan extremdy flexible tool that may be customized to agiven Stuaion. A continuum of options runs
from the highly leveraged to the least leveraged. Where financid need is not aprime issue, highly
leveraged options, such as guaranties, can focus on environmenta risk-based projects. Where financia
need isamgor barrier, then low or no leveraged options, such as grants, may be more gppropriate.
The chart following this page depicts the reaionship between leveraging financid assstance programs
and the basisfor their subsidy decisons. Of gpecid note, leveraging can be increased in the case of
lending to the private sector through using, for example, higher rates and matching requirements.

Highly leveraged Credit enhancements [environmental risk-based]
Leveraged Revolving Funds lending at near or market rate
Leveraged Revolving Funds lending at below market
Revolving Funds [aso non-revolving lending programs]
Loan and grant combinations
Partid Grants, requiring match

Not leveraged 100% Grants [financia needs-based]
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A watershed financid assstance program that has dl of the above authorities plus the flexibility
to structure and dlocate financia assistance based on financia need and environmenta and public hedlth
risk would be best suited to supporting watershed restoration projects.

C. Pooling options. Pooling isthe combining or merging of financia assets (including red property) to
more efficiently provide financial assstance on a more affordable basis for the recipients. Pooling is
especidly well suited to watershed restoration projects where smaller capital investments must be made
to many individua landowners who may have limited resources.

An excdlent example of pooling in this context is the bond bank, a financing mechanism that has
been used with great success by severd states for many years. Designed to help smaler communities
pay for infrastructure investments by borrowing on their behaf using the credit rating of the state, bond
banks fund loans with the proceeds of a state bond issue. Communities thus pay far less they would
otherwise have to if they each borrowed on their own. While used to date primarily to finance traditiond
infrastructure, bond banks could play an important role in assisting watershed restoration projectsin
rurd areas designed to prevent water pollution.

Other kinds of pooling include forest banks that combine resource rights on multiple parcels of
land; mitigation banks that bank wetlands and issue mitigation credits based on contributions; and land
reclamation banks that purchase and clean-up Stesfor sale or lease to the private sector.
Pollution/trestment trading regimes convert a public savings in point source trestment costs into pooled
capitd for pollution prevention investment.

D. Credit incentivesregarding bondsfor environmental purposes. Tax code provisons can
sgnificantly affect the cogt of financing public purpose environmentd infrastiructure. Changes in the tax
code could offer important opportunities to lower the costs of, and increase investmentsiin,
environmentd facilities. Generaly lower costs would result from areaxation of restrictions on the sde
and retirement of bonds, aswell asthe tax trestment of earnings from the investment of bonds proceeds.
Increased investments can aso be generated by adopting incentives for greater private sector
participation in the operation and ownership of public purpose treatment facilities and in pollution
prevention projects on private property.

Since greater than 75 percent of the capital needed for new facilities and the upgrade,
expanson, rehabilitation of exiging facilities comes from the sde of tax-exempt bonds, mogt attention
has centered on this source in terms of options; however, to implement the Action Plan, we need to dso
consder the use of other tax incentives to encourage pollution prevention and private sector investment
in public purpose environmental services and facilities. Many of the following ideas are presented in (or
adapted from) a 1991 EFAB Advisory: “Incentives for Environmenta Investment: Changing Behavior
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and Building Cepitd.”
1. Reclassfication.

Numerous proposd's have been made regarding bond reclassification which essentidly
would transfer bonds now classified as private activity bondsinto a governmenta bond category.
Reclassification proposals would probably have the greatest impact in terms of cost savings to issuers.
Threeideas areto:

a Reclassfy al public-purpose bonds for water and wastewater projects as tax-exempt
governmenta bonds. Thiswould include digibility for privately owned and operated facilities where the
primary benefits of operation accrue to the community as awhole and not to private parties.

b. Reclassfy as"Clean Water Bonds' any state or loca issue where 95 percent of the
proceeds are used to provide public-purpose environmenta benefits needed to carry out watershed
restoration strategies

¢. Reclassfy as"Mandated Infrastructure Bonds' any bonds sold to finance the
congtruction or acquisition of water and wastewater facilities mandated by the federal government,
including renovations and rehakilitation.

2. Private activity bondsfor water shed restoration strategies.

a Broaden digihility to include pollution prevention investments as a quaifying purpose.

b. Obtain avolume cap exemption or expanson for watershed restoration projects.
Modify the definition of exempt facilities to include those serving a public purposg, i.e., awatershed
restoration project, regardless whether the project itself is publicly or privately owned.

c. Providerdief from arbitrage restrictions on bond issues supporting watershed
restoration strategies.

3. Tax credit bonds.

The Adminigtration has recently proposed atax credit bond caled “ Better America
Bonds.” These bonds would provide holders with atax credit in lieu of interest, which provides
consderable savingsto date, local, and tribal issuers. The bond proceeds would be used for anumber
of qudified purposes (e.g., open space and buffer strip acquigtion) that fit well with implementation of
the Action Plan. The Board has offered its servicesin obtaining public comment and in providing
technical advice to support thisinnovative program.

EFAB Report 12



4. Arbitragerebate.

a Allow the reinvestment of arbitrage earnings for environmenta bonds without penaty
s0 long as the bond proceeds are spent over a reasonable period of time for qualified purposes.

b. Exempt SRF bond proceeds and debt service reserves from arbitrage restrictions so
long as the earnings are used for qualified purposes.

5. Depreciation.

A seven year depreciation period could be alowed for pollution prevention and control
environmenta facilities if they are financed with tax-exempt bonds or a 10 depreciation period if the
fecilities are leased to atax-exempt entity.

E. Taxincentives. Thetax code could be modified to provide avariety of benefits and incentivesto
those who wish to pursue stewardship practices on their land to protect water quality. Various
adjustments in tax codes and policy can be implemented to change behaviors, cregte incentives or
disncentives for sewardship, and to dter patterns of natura resources utilization. The following
examplesilludrae

1. Ad valorem taxation.

Lands appraised for property taxes at the “highest and best use” can impose upward
pressure on land vaues and therefore increase the incentive to convert open space land to devel opment
uses. To offset this problem, property tax stabilization or “current use’ programs have been enacted in
severd dates to provide an economic incentive to maintaining farms, open space, forest lands. Based
on criteria (usudly including some measure of ecologica vaue or watershed integrity), property tax
burdens are lowered in return for commitments by the land owner for sewardship and maintaining the
integrity of the land. Management agreements (see section F below) may be used to ensure the property
servesitsintended purpose.

2. Estatetaxation.

Large properties that have high market vaues but low income production may face
formidable estate tax consequences upon the death of the owner. Current tax law can cause these
properties (often with high habitat/clean water vaue) to be sold or subdivided to pay the estate taxes
due. (The Taxpayer Rdief Act of 1997 gradudly increases the Federd Unified Edtate and Gift Tax
Credit from an exemption of $600,000 to $1,000,000). To offset this problem, it may be possible to
further raise the exempted value of the estate when the property meets certain criteria of watershed
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vaue. Also, various options currently exist through the mechanisms of dedicating conservation
easements to the property. (See dso American Farm and Ranch Protection Act, Section 2031c).

3. Tax credits.

In generd, tax policy should target tax credits to investments intended to prevent or
reduce pollution. For example, tax credits could be clamed for expenses incurred by land owner in
improving degraded habitat or creating new habitat for target Soecies. Such expenses would qudify for
tax trestment as capital costs incurred, rather than continuing management and maintenance expenses.
Unfortunately, many who might otherwise use tax credits have little or no tax ligbility to gpply a credit
againg. One measure to ded with this concern makes the credit transferable, dlowing it to be sold to an
intermediary. Another exampleisthe use of credits as incentives to establish a pollution credit exchange.

4. Capital gains.

Capita gains could be reduced (either by adjusting the basis for the gain or by
decreasing the capital gain tax rate) for the sale of the land or natura resource assets that have been
managed over the long term using stlewardship practices. Capitd gains relief could motivate ownersto
manage ther “naturd capitd” for long term sugtainability.

5. Tax deductions.

Tax deductions could be taken for income derived from economic activity on land
managed fully and perpetually for species of concern under an approved Habitat Conservation Plan
(HCP) pursuant to the Endangered Species Act.

6. Real estatetransfer taxes.

Based on locd housing market conditions and the generd appreciation of red estate
vaue, the market prices of urban land and dwellings can increase substantialy over time. Thisincrement
isessentidly an “ unearned benefit” to the sdler upon the sde of the property. The State of Maryland
(through its Smart Growth Program) is seeking to capture the increased vaue of urban lands and to
transfer some of that increment of vaue to the preservation of rurd lands. A red edtae trandfer tax is
assessed (.05% of transaction value) on the sale of urban property; revenues are then gpplied to: 1)
directly purchase rurd/open lands as fee smple; 2) directly purchase development rights or conservation
easements; or 3) service genera obligation bonds used to acquire open lands for land preservation and
conservation managemen.

F. Economicincentivesfor holdersof interestsin real property.

Land owners (or others who own interestsin red property) who wish to pursue stewardship of
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ther lands may avail themsdves of avariety of economic incentives. Economic incentives (as used in this
section) are based upon models of cost-sharing; for instance, when private land is used to creste public
benefit and public funds are proffered in response to private matching or cost-share formulas. Such
cogt-sharing mechanisms convey a sense of public-private shared responsibility and mutua benefit
without conveying an expectation of entitlement. Economic incentives are organized below into two
categories. Deed or title adjustment mechanisms and management agreements.

1. Deed or title adjustment mechanisms.

Private landowners who wish to practice stewardship and voluntarily protect and
conserve naturad resources on their properties may consder avariety of tools involving deed or title
adjustments.

a. Conservation easements.

A landowner grants a nonpossessory interest in the property to athird party
(usudly a nonprofit conservation organization or governmental agency) for the purpose of preventing
development of property having important natural, agricultura, scenic, or historic vaue (i.e, the
development vaueis taken off theland). A conservation easement should “run with the land” and
encumber the land in perpetuity.

Conservation easements may be sold to produce direct income benefits to the
sler. Indeed, many countries in the west are setting-up programs to purchase development rights or
consarvation easements from willing sdlers, primarily to sustain lands in ranching/agricultura production.
Conservation easements may be donated to produce income tax deductions and/or tax credits.

An important new tax development was recently enacted in the American Farm
and Ranch Protection Act, Section 2031 (c), “Estate Tax with Respect to Land Subject to a Quaified
Conservation Easement.” This provides the basis to exclude from estate vauation a portion of the land
vauein addition to the reduction in vaue dready attributable to the easement itsdlf.

b. Remainder interestsor life estates.

Dedication of aremainder interest transfersfull or partia interest in a property to
aconservation organization after the death of the landowner. The landowner continues to enjoy the
rights the landowner has reserved during his or her lifetime, subject to the rights of the remaindermen,
while practicing stewardship for future protection. Donation of aremainder interest for conservation
purposes may quaify for atax deduction.

c. Transfer of full title.
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Landowners may chooseto sdll or donate their entire interest land to a
conservation organization or governmental agency to ensure permanent protection of the natura
resources values (also known as*“in feg” dedication). Donations may yield favorable tax benefits.
Outright sales of such property may be impacted by capita gain consderations.

2. Management agreements.

Private landowners who do not wish to reinquish any property ownership rights may
voluntarily enter into a management agreement with a nonprofit organization or government resource
agency to achieve habitat improvements on the land aong with long term stewardship. Such agreements
are usudly based on cogt-sharing arrangement.  The landowner may receive technical assstance and
compensation for the use of hisland. Various pecific programs exist; for example:

a. Environmental Quality I ncentives Programs (EQIP).

Landowners may enter into agreements with the Natural Resources
Consarvation Service (NCRS) to implement on-farm conservation measures to reduce soil 10ss, non-
point source water pollution, and livestock-related conservation programs. The landowner pays the cost
of establishing approved conservation practices and is reimbursed for 50-75% of those costs. This
program advances the concepts of private sewardship of the land and the generation of long term public
benefits.

b. Water Bank Program.

Landowners with sgnificant migratory waterfowl habitat (usudly inland
freshwater wetlands) on their property can enter into a ten-year with NRCS to manage the property to
maintain or enhance habitat vaues. Landowners receive payments on an annua per-acre basisto help
offset management costs.

c. Partnersfor Wildlife.

Landowners may partner with the U.S. Fish and Wildlife Service to restore
wildlife habitat, including degraded or converted wetlands. Up to 50% of the project costs may be cost-
shared. Project priority is given to areas of concern: habitat for endangered species, migratory
waterfowl, spawning for anadromous fish, native plant communities, etc. Projects usudly run for 10
years or more. Codsto the landowner may be covered by in-kind services, which further simulatesthe
sewardship ethic.

d. Forest Stewardship Program.

Landowners may receive up to 75% of the cogts of preparing and implementing
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a Forest Stewardship Plan to protect and enhance their forest lands and associated wetlands. The plans
are intended to promote stewardship of the forest cover, aswedl asfish and wildlife habitat, water
qudity, and recreational and aesthetic vaues of the land. Projects may cost-share up to $10,000/year;
for projects covering up to 5,000 acres. Agreementsrun for at least 10 years.

e. Wetland Reserve Program (WRP).

The Wetlands Reserve Program is a permanent conservation easement for a
habitat restoration program primarily on wetlandsin agriculturd production. The focusis on retoration
of farmed/prior converted wetlands, protecting the functions and vaues of wetlands, to improve water
quality, flood water retention, and groundwater recharge. The program, managed by NRCS, USFWS,
ASCS, offers cash payment to landowners for placing permanent conservation easements on thelr
wetland property, as well as cost-share assistance for restoration work. Cash payment for the easement
is based on fair market vaues.

f. Conservation Reserve Program (CRP).

The Conservation Reserve Program provides annua renta payments to farmers
who remove from production (for aminimum of 10 years) cropland on highly erodible or otherwise
environmenta sengtive terrain. In addition, the farmer must carry out, a 50% cogt-share, certain
conservation measures over the life of the contract. The annud rental payments are based on a bidding
process to determine the payment for taking land out of production; the maximum renta limitations
gpplicable to commodity price support and production adjustment programs. Once the land is enrolled,
the land cannot be farmed for the duration of the contract (usudly 10 years).

g. Conservation Reserve - Enhanced.

Under the 1996 Farm Bill, USDA’s Conservation Reserve program can be
combined with an gpproved state program. The federal program (as above) is augmented by state funds
to creste permanent easements and to help pay for planning and natural resources restoration costs. The
primary purpose of the enhanced program isto help landowners creste riparian buffers of trees and
grasses dong water courses to provide habitat and to filter pollutants. The total amount of funds
available varies by state; but these funds provide a compelling incentive for stewardship to occur.

h. Forest Banks.

Pioneered by The Nature Conservancy, a Forest Bank pools the forest
management rights on severa parcels of privately owned land. In return, the owners receive an annud
payment from timber harvesting on participating properties and sound stewardship of their forests.
Much forested land is privately owned in smdl parcels and is often not well managed. Forest Banks
make available the same economies of scale achieved from forest management on large industrid tracts.
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These banks could play an important part in implementing watershed restoration strategiesin rurd aress.

G. Environmental fee and tax options.

The Office of Water's“ Alternative Funding Study: Water Quaity Fees and Debt
Financing Issues, Fina Report to Congress, June 1996,” prepared by the Environmenta Finance Center
at the Maxwell School, Syracuse Universty is an excellent overview of fees and debt financing that
could be used to capitaize environmentd infrastructure financing programs a the federad and ate levels.
The report andyzes severd promising fee options, including: effluent or discharge fees, water use and
other resource “ severance” fees, permit and administrative service fees, chemicd feedstock fees, and
green product sales fees on products adversdy affecting water. Each feeis evaluated using severd
efficiency, effectiveness and equity-based criteria such as revenue sze and predictability, cost benefit
linkage, and collectability.

Importantly, the report dwelt on the revenue raising potentia of feesingtead of their capacity to
modify behaviors, believing that a policy emphasis on the latter would undercut revenue gods. Severd
public meeting were held with the mgority view that fees should be broadly based, that “everyone
should pay alittle,” (p.iii). Strict gpplication of the “polluter pays’ principle as a revenue source did not
receive wide support. On the other hand there was “ strong agreement...for use of water-related fees, as
opposed to non-environmenta feessuch as‘sin’ taxes, lotteries, or general sales set-asides.”

The report concludes by offering four generic “fee-based intergovernmental models’ for further
congderation. Asdescribed in the Executive Summary, they are:

1. Thefederal green fee model.

The federd green mode relies on new federa green product fees collected by the
Interna Revenue Service and deposited in anew Federd Clean Water Trust Fund. The Fund would
make capitaization grants to SRFs or other state funds for financing loca water-related projects.

2. Thefederal-state water use/match fee model.

Thismode combines ate “water use” fees (both public supply and direct withdrawals)
with anew 33% federd match derived from federa green fees. States choose whether to participate,
with the federd match incentive offered through year-end sate capitdization grants, and al fees being
dedicated to water-related project financing.

3. Thevoluntary state fee incentive model .
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The incentive model is sSimilar to #2 with three exceptions - Sates may seect any capitd-
generating fee they seefit (water-related or not), the federa government may use fees or appropriations
for its match, and the match is increased to 50%.

4. Thewatershed fee modd.

The watershed fee modd directs financing to specific watersheds an/or water bodies,
sub-state or multi-state and relies on watershed protection type fees, state or local, such as special
assessments digtrict fees, development impact fees, facility construction, certification, and hook-up fees,
well and septage fees, and others designed with protection needsin mind. Federal and/or Sate flexible
cost-sharing subsides may be offered.

These modds, with the exception of #4, could be implemented through a nationd environmenta
trust fund that would receive deposits from fee revenues and matching funds and make disbursement
There has been consderable recent interest in an environmenta trust fund among water program
condituencies. Trust funds of course are not new and offer very red and sgnificant advantages,
especidly if their enabling authority protects deposit from being diverted to other non-related purposes.
A threshold issue with any separate accounting of this kind is the source of revenues and how and for
what purpose are the deposits expended.

Modd 4 requires awatershed or basin-wide fund, which would work well with either a
watershed finance authority or a multi-sate revolving fund (section 111A).

While EFAB does not at this time endorse any of these fee models, nevertheless, the Board
believes that EPA should carefully examine these and perhaps other fee models. Other sources of
revenue to the water programs may well play avitd role in paying for implementation of the watershed
restoration strategies and the larger needs identified in the gap andyss.

H. Federal palicy options. Federd policies governing the use of public lands and resources, federd
fees, and federa funding for infrastructure could be used to support a variety of stewardship practices.

1. Feebate approaches.

Private parties pay certain fees for accessto - and use of - natural resources on public
lands. Thereisgrowing interest in redligning the fee structure/price structure to reflect more efficient
market transactions and improve market sgnals. A potentia avenue of fee reform could involve gradud
step-wise adjustments of fees over time, with the provison of arebate (or “feebate’) of a portion of the
increased fee commensurate with good environmental management practices. Such a“feebate” could
provide acompdlling financid incentive for sewardship practices in the use of natura resources on
public lands. Moreover, such a*“feebate” program could be revenue neutra, wherein the increased fee
revenue is the source of the rebate proceeds.
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2. Federal water for habitat.

Federa water (i.e., water resources developed under afedera water project)
traditionally has been dlocated free-of-charge to benefit the aquatic habitat values of federally
designated refuges. Even though such water is often surplus and is applied in the off season (when
irrigation water is not otherwise needed), it provides essentia habitat for migrating waterfowl.

Under an experiment in the Centra Vadley of Cdifornia, federd water is provided free-
of-charge to flood privately-owned rice paddies in the off season after the rice harvest. The flooded rice
paddies, with their abundant stubble and residua feed, provide an extraordinary feeding and resting stop
for waterfowl on the Pacific Flyway. Federd water applied for free thus crestes extraordinary habitat
vaue (and effectively extends the acreage of the limited Federad Refuges). These benefits could not
otherwise be easily crested by direct federa funding mechanisms. Moreover, the flooded paddies do
not need to be burned to remove stubble, thus avoiding the smoke that hangs in the winter inversions of
the Vdley.

3. Federal flood management.

Federd funds appropriated for structurd flood control works (dams, levees, channels)
could be reprogrammed to pursue non-structural measures if the flood control benefits crested exceed
that of structurd works. The non-structural measures could include direct purchase of landsin the flood
plain; relocation of urban settlements to higher ground; purchase of flood easements or right-of-way;
levee set backs, re-crestion of riparian/wetland habitats to provide flood water detention and
absorption.

Moreover, federa funds alocated by the Federd Emergency Management Agency for
flood disagter rdlief and recovery could be used to fund non-structura aternatives (as above) to avoid
recurrences of the flood patterns.

Such measures taken for flood control purposes could enable the creation of permanent
riparian and/or wetland habitats which would otherwise be logt to levees, dikes, and concrete channels.

4. Special Restoration Fund.

The Central Valey Project Improvement Act (CVPIA) (PL 102-575, title 34) created a
specia fund, based on a complex set of water rates and surcharges, to pay for various ecologica
enhancement and restoration projectsin the Centrd Vdley of Cdifornia The long-standing and
continuing losses of habitat and fish and wildlife resources as aresult of the Federd Centrd Valley
Project water diversons are to be addressed by this specid restoration fund.

Revenues flow into the fund from contract renewa charges, water transfer charges,
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tiered water prices, various surcharges, and additiona mitigation payments. These total revenues are
then gppropriated by Congress to finance various habitat restoration projects and other fish and wildlife
enhancements. The annud revenues thus created equa about $30 million per year (adjusted for 10 year
rolling averages).

The U.S. Bureau of Reclamation has set up a Restoration Fund Roundtable (comprised
of al stakeholders) to advise it on priorities to expend the Fund resources in various projects for
ecologicd restoration in the Centrd Vadley.

5. Land and Water Conservation Fund.

The Land and Water Conservation Fund could be authorized to provide increased
federd cogt-sharing moniesin support of private land owners who participate in a Habitat Conservation
Plan (HCP) for the protection of endangered species. Such federa cost sharing can be a positive
contribution to private lands participation in a HCP, counteracting the percelved negative vaue (or
“taking”) that attends lands with endangered species.

I. Financial outreach services. Over the past thirty years, the Sate and federal governments have
gained condderable experience with providing subsdies to loca governments for the planning, design,
and congruction of environmenta infrastructure. A core lesson learned has been the importance of
ensuring that recipients have the capacity to pay for operation, maintenance and debt service. As
financia assstance moves more toward loans and away from grants, the overal creditworthiness of the
recipients has become a key consderation. If capacity and creditworthiness are inadequate, the entire
infrastructure investment is potentidly unsustainable and in jeopardy. Today, it is generdly recognized
that technica assstance and capacity building are vitd adjuncts to any successful financial assstance
program.

Since so much of the successful implementation of the Action Plan and its watershed restoration
strategies depends on in-the-field, hands-on kinds of activities and projects; so too must the supporting
outreach. The Board would like to note one very good example. The agency-sponsored Environmental
Finance Centers employ atechnique caled a“ Charrette’ which isa pand of finance experts ( including
date officids) that meetswith loca government officias who brief them on the financing and technica
Issues facing their community. The pand engages in questions with the officids and reports back with
specific recommendations on remedid actions.

Charrettes offer agreat ded of promise as ameans of obtaining governmenta buy-in at the local
level, which critically important to successful implementation of watershed restoration Strategies. At the
very leadt, charrettes provide an avenue for productive discussions among those key people from the
public and private sectors with a serious interest and concern as they face with the how to pay questions.
As part of the Action Plan implementation, The Office of Water has dready proposed using charrettes
to the train government officids in financing options.
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Severd very good financid outreach programs are operating at the sate and federd levels. The
Board bdlieves that improved coordination of their work would be a magor boon to implementation of
the Action Plan.
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Appendix

Environmental State Revolving Funds. Developing a M odéel
To Expand the Scope of the SRF

The Federd Water Quality Act of 1987 made provisions for the establishment of state loan
programs, with the purpase of providing financiad assistance for municipa sewage and certain other
water pollution control programs. In the 1996 amendments of the federal Safe Drinking Water Act, an
additiond loan program was established to finance various drinking water projects. Asthese programs
have been developed, project priority has generally been driven by the need for compliance at some
federdly mandated level. These programs have developed into specific “buckets’ of funds, earmarked
for aspecific use and for that use only.

Environmentd qudity, however, involves complex and inter-related issues of water, air and land.
In many ingtances, providing financing for a specific project, such as awastewater trestment plant, may
only provide narrowly defined or focused relief for awater quality problem covering alarger geographic
area. Issues of population, economic development, land use, geology, etc., vary widdy from state to
gtate and region to region, affecting where and how financia resources can provide the highest benefit.

Significant environmental benefits could be achieved in many states by expanding the current
State Revolving Fund mode to a comprehensive environmentd SRF. An environmental SRF could
undertake a much broader range of environmenta financing, not necessarily infrastructure or facility
based, but which substantidly affects water qudity. Possible projects could include solid waste
projects, brownfields remediation, and awider range of non-point source projects.

Severd dates, including New Y ork and Ohio, have programs which could be considered
environmentd SRF's. The Ohio Water Development Authority (the “ Authority”) serves as avery good
prototype of how an environmenta SRF could be structured. The Authority has other programs
unrelated to issuance of its Water Quality Bonds. 1ts Community Assstance Program provides financing
to governmental agencies undertaking wastewater and water supply projects at extended terms and
below market rates to dleviate undue hardship for qualifying borrowers. 1n 1991, the Authority
developed the Solid Waste Financing Program to provide financing for governmental agenciesto
implement solid waste management plans. Eligible projects include materids recovery and composting
facilities, transfer sations, landfills and incinerators.

In 1994, the Ohio Genera Assembly enacted legidation to establish aVoluntary Action
Program to encourage and facilitate the remediation of property contaminated by petroleum or
hazardous substances. The Authority has the power to make loans to finance “voluntary actions’, which
includes measures that may be taken to identify and address potentia sources of such property
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contamination. 1n 1995, the Authority established an Economic Development Loan Program for the
purpose of making loans to governmenta agencies for water and wastewater improvement projects
recommended by the Ohio Department of Development based upon expected economic development
benefits.

In addition, the Authority is authorized to engage in research and devel opment with respect to
wastewater, water management facilities, solid waste facilities, and energy resource devel opment
fadilities, and has established a grant program for qudifying R&D projects meeting certain guiddlines.
Grants are subject to available funds and recommendation by the director of a department of State
government which is responsible for gpplicable oversght. Priority is given to projects that have
statewide environmenta and/or natura resources gpplications.

Key to the Ohio program’s success is the flexihility they possessin funding the various programs
they deem important. Because the Authority’sinitid funding was a grant from the state many years ago,
few redtrictions are placed on how it can be employed. Thisis very different from how the current-day
federa clean water and drinking water programs are structured, which have numerous restrictions on
their use, particularly with respect to financing. For example, Ohio makes surpluses from one program
available to another. Thisflexibility not only enables programs to be developed quickly to address
various needs but dso enhances financing flexibility by alowing the surplus from one program to secure
that of another.

The Ohio Water Development Authority moded as atemplate for the concept of an
environmenta SRF could be expanded moderately or greetly as desired. Eligible projects could include
wastewater, non-point sources, landfill closures, brownfields, agricultural waste and CAFO's could be
eadly congdered. Specific air quality issues, as they relate to water qudity, could be addressed through
emission control financing and development of aternative energy sources as opposed to burning foss
fuds

The benefits of this gpproach would be sgnificant. Most gates have fully developed SRF
procedures, which could be readily expanded to encompass additiond projects quaifying for financing.
Expansion of an existing program, instead of developing additiona stand-alone programs, would provide
adminigrative efficiencies, resulting in less adminigtrative cogts for sates and borrowers. The increased
pace of project funding would provide environmental benefits sooner. Administration could be
structured to facilitate improved access for borrowers.

Andysis and funding of an increased scope of digible projects would provide greater awareness of
broad environmental issues. Findly, greeter flexibility would alow sates to address specific
environmenta problems more effectively.

Condderation of an environmenta SRF modd poses certain issues which must be discussed and
addressed at various levels. These would undoubtedly include management and administration, technica

capability, financid capability, and legidative or legal issues
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Because of the more complex nature of an environmental SRF, management of the programs
could be more involved. Consderaion must be given to the possibility of deding with complex issues
such as land acquigtion, conservation easements, and perhaps projects which cross state lines or EPA
regiona boundaries, to mention afew. Some states may lack experience in deding with grassroots or
community based groups, or private busnesses. A broader range of projects could mean alarger
adminigrative burden in gaff time and range of knowledge.

A sgnificant issue would be development of gpplicable modds to evduate and prioritize a
broader base of environmenta projects. It may be necessary to obtain relevant technical data, such as
environmenta and hedlth reports, in formats which vary from those currently avallable. 1t may be
necessary to take innovative approaches to the development of priority lists, priority ranking for
watersheds, or some other method to provide funding for projects which are not compliance driven.

Financid issues to be consdered include the adequacy of present funding levels, and their
aufficiency in addressing smaler or non-compliance based projects. It would be necessary to attempt to
identify any types of projects which may threaten program solvency or present it with other risks. It may
be necessary to develop innovative financing mechanisms, such as SRF “block loans’ or “block grants’
to interrelated projects, short-term interest free loans for planning, design and congtruction, or technica
assigtance for disadvantaged communities. Exploration of other funding sources, including incorporation
of sateffederd agency partnerships where SRF, RD and CDBG agencies work together, and co-
funding with other federa agencies, should be considered.

A dgnificant financid issueis that of “ Private Activity” under the gpplicable State Volume Caps
for tax-exempt bonds. Expanding to an environmenta SRF model and broadening the scope of possble
borrowers could involve an increase of digible private borrowers, as was the
case with the inception of the Drinking Water program, for which private water companies are eigible
participants. Although digible, private companies may be dl but excluded from the available programs
duetolack of an dlocation. Alternatives, from increasing the formulafor computation of each Sate's
volume cap, to excluson of public purpose projects undertaken by an environmenta SRF, should be
considered.

Findly, there could be substantive legidative issues to be addressed. From a practica
standpoint, the smplest and most timely gpproach to developing an environmenta SRF mode! isthat it
be based upon exigting federa legidation. At the Sate level, some states may need legidation to
authorize loans and grants to private, non-profit, or individua borrowers.  In addition, some states may
be tempted, during any legidative process to mirror the scope of a broadened federa program, to add
redrictive criteriain order to avoid funding certain projects which are sengtive in that date.
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Crucid to the development of amodd environmentad SRF isan analyss of the “willingnessto
proceed” a both state and federd levels. Asisthe case in the development of many other programs,
most adminigtrative, management and technicd issues may be overcome through a process of analysis
and definition of the problem, and providing additional resources. However, without a desire on the part
of the participants to move forward, the lack of “will” is certain to deter any meaningful resolution of
more easly resolved management issues.

From a gtate' s pergpective, such issues may include:

| Willingness to fund a broadened range of projects, and to accept a more complex and
larger adminidrative and technica burden;

! Willingness to modify legidative ahility to encompass funding borrowers with higher
credit risk, or private borrowers;

| Avoiding the temptation to add redtrictive criteriato state legidation, in order to avoid
funding certain types of projects which may be senstivein that Sate;

1 Additiond state match;

Although many SRF s have become successful collaborative efforts of state and federd
governments, personnel, and financia resources, there continue to be conflicting viewpoints on oversight
and management of these programs. States have developed various leveraging structures and subsidy
levelsto tailor SRF programs to meet their specific needs. Recently, many states have addressed issues
of cross-collaterdization and transferability of funds. Although attempts to customize programsis
sometimes met with resstance at afederd levd, the fact that some States have received approval to
finance projects reating to leaking underground storage tanks and brownfields remediation provides a
ray of optimism.

EPA flexibility is crucid to the development of an environmenta SRF modd, asit demondrates
thewillingnessto proceed a afederd levd. Inthisregard, it is promising that the agency dready
acknowledges the ability of a state’'s CWSRF and DWSRF to finance certain non-point source
projects, such as solid waste, to cross-collateradize and transfer between funds, and to finance land
protection. Indeed, the agency is actively encouraging loans to nonpoint projects through the use of
integrated intended use plans.

Other issues which relate to the willingness to proceed, a afederd levd are:

1 Federd willingness to address issues relating to private activity volume caps, including

EFAB Report 27



Increases in state caps and adopting for certain quaified uses, exemptions from the cap;

1 EPA gpprovd of diverse financing and bond leveraging techniques, and development of
incentives to encourage broader funding approaches, such as longer loan terms, removal
of adminigrative burdens, |less redtrictive set-asdes and more State flexibility;

1 Willingness to develop potentid aternatives to the present population-based alocations
and to the innovative gpproaches to development of priority ligs,

| Ability to take a broader perspective to SRF monies, and to consider and encourage
partnerships with other federa agencies which may provide moniesfor like projects;

1 Willingness to more actively pursue enforcement as ameans of achieving better water
quality;

| Overdl willingness of EPA to increase flexibility, and improve cross-regiond
cooperation;

The development of an environmental SRF modd is an exciting concept which deserves further
evauation and congderation. It would provide significant opportunities for states to provide one-stop
shopping to avariety of borrowers seeking financing for environmenta projects. It dso provides an
opportunity for a collaborative effort to use federd and possibly additiona state funding from avariety of
sources to achieve the god of improved water and air quality.
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